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In today’s competitive market environment, company’s performance is confronted 
with varieties of challenges that are not only focused on the economics-related 
factors, but also in developing the bridge between economy and social systems. The 
evaluation of a company performance is not merely by its sales revenues, but also 
largely depends on how the stakeholders’ view the company’s impact on the 
natural environment and society. Hence, the aim of this paper is to provide a 
baseline understanding of the current state of the research in the relationship 
between environmental responsibility and organizational performance. This paper 
covers a series of studies conducted in the periods of time during the past two 
decades. The analysis showed that there is a positive relationship between 
environmental performance and organizational performance. However, the study 
shows that, almost all previous studies and both themes (opponents and 
supporters) focus on measure the relationship between environmental 
responsibility (ER) and operations performance (OP) from financial aspect with 
the neglect of other aspects, such as customer satisfaction. It is suggested that it is 
a need to find the tool that can be used to integrate environmental aspects with the 
strategy of the management, incorporate financial and non-financial aspects, and 
takes a holistic (organizational-wide) view of performance. 
 





The history of social and environment concern about business is as old as trade and business 
itself. However, with industrialization, the impacts of business on society and the environment 
assumed an entirely new dimension (www.brass.cf.uk). It continues to attract a lot of attention. 
Although there is no general consensus on what constitutes corporate social responsibility and 
how much of it ought to be prescribed for business, several corporate social responsibility 
overlap with similar ideas in the field of business ethics. For instance, Orlitzky (2000) defines 
social responsibility as: 
“a business organization’s configuration of principles, processes of social 
responsiveness, and policies, programs and observable outcomes as the related to 
the firm’s societal responsibilities” (pg.1).  
 
Another definition of social responsibility provided by David and Todd (2006):  
“Corporate social responsibility is a business approach that creates long-term 
shareholder value by embracing opportunities and managing risk driving for 
economic, environmental and social development”.  
 
Regarding of environmental aspect of corporate social responsibility, environmental 
responsibility defined by Vives (2005) as:  
 “the activities geared toward the reduction of the environmental impact of the 
operations, including such things as reducing waste and consumption of natural 






Epstein (2008) defines ER as: 
”the company strives to protect and restore the environment and promote 
sustainable development with products, processes, services, and other activities” 
(p.37) 
 
Hence, taking into account the significant contribution of environmental awareness in enhancing 
the company’s social responsibility, environmental responsibility is summarized as the liability 
of the company to mitigate the results of its operations on the environment regarding to waste 
management and energy usage.  Meanwhile, the organizational performance is defined as the 
combination of both financial and non-financial indicators. It is important for the company to 
actively contribute to the welfare of the society. Sandra (2007) claims that the mutual 
dependence of corporations and society implies that both business decisions and social policies 
must follow the principles of share values. Therefore, the benefit should be shared for both 
sides: the company and also to the society. On the hand, the companies also face increasing 
pressure from the stakeholder to play leading role in addressing a wide array of environmental 
issues. They have to commit time and resources to ensure that their operations are aligned with 
the needs of environmental procedures. It is believed that sustainability of the companies is 
depends on the sustainability of the nature environment. If the stakeholder views the company’s 
social and environmental ratings low, it can harm the company’s performance and reputation.  
Hence, the aim of this paper is to provide a baseline understanding of the current state of the 
relationship between environmental responsibility and organizational performance. The paper 
reviews a series of studies conducted in the periods of time during the past two decades.  
 
THE RELATIONSHIP BETWEEN ENVIRONMENTAL AND 
ORGANIZATIONAL PERFORMANCE 
 
Previous studies attempt to relate ER to OP have often led to confliction result. From one 
perspective, some studies found a positive relationship between ER and OP. For instance, 
Michael et al. (1997) claim that the relationship between environmental performance and 
economic performance is positively and this relationships strengthens with industry growth. 
Ahmad (1998) found that environmental companies reported better performance scores and also 
more inclined to incorporate various performance improvement strategies and techniques into 
their operations.  
 
Meanwhile, on the other perspective, other studies argued that carrying out environmental 
practices lead to the expense of the company’s efficiencies. As mentioned by Meguire et al. 
(1988), two reasons why companies may reluctant to address the environmental practices are 
firstly, companies may incur costs from the ER actions that put them at an economic 
disadvantage compared to other, less responsibility firms. Secondly, the explicit costs of ER are 
minimal and that firm may actually benefit from other factors such as employee morale and 
productivity.    
 
These conflicting ideas show there still room to argue and to research on the strength of the 
relationship between environmental responsibility and organizational performance. It is believed 
that expected competitive advantages gained from the environmental management systems are 
not yet fully exploited. In addition, most studies investigate the relationship between the 
environmental and social performance of the company with its economy performance mainly 
based on empirical tests particularly on the regression results. They did not reflected the 
causality between environmental and social measures and economy success of the companies 
(Figg et al., 2002) 
 
ENVIRONMENTAL PERFORMANCE INDICATORS 
 
Numerous studies have examined the conventional notion that progressive environmental 
management is inevitably a cost to the corporate “bottom-line”- this environmental cost 




research. The findings of these researches increasingly indicate that the environmental cost view 
is, at best, outdated. Rather, recent empirical and analytical researches show that there is 
correlation between environmental performance and corporate profitability. 
 
Hart et al. (1996) in their analysis of 652 firms over the time period 1987-1996 found that a 
firm’s environmental performance relative to its industry is associated with higher financial 
performance, they have used indicators of financial performance the sum of firm equity value, 
book value of long-term debt, and the net current liability by the book value of total assets. The 
findings showed that these financial indicators effected positively by the reducing of pollution, 
with the respect of the firm’s size, capital intensity, growth, and regulatory stringency. 
Categorize the contrary, Mark et.al (1997) in their study on the relationship between 
environmental and financial performance have found that there is no clear relationship between 
environmental responsibility and organizational performance and concluded either no penalty 
for investing in the green portfolio, or a positive return from green investing, with two different 
types of firms’ performance measures, accounting returns(return on assets, return on equity), 
and stock market returns, by controlled by the size of firm, they found that these measures do 
not affected by the number of environmental litigation proceeding, number of noncompliance 
penalties, or superfund sites.  
 
These two different results of similar studies might be affected by the different of research 
methodologies or measures. Margolis and Walsh (2003) concluded that a positive relationship 
exists between environmental performance and organizational performance, but the caution that 
results are affected by variety of methodological concerns. 
The research on the possibility of foundation of relationship between ER and OP continued with 
Stanwick and Stanwick (1998). This study focused on the examination of the relationship 
between organization performance and three variables: the size, financial performance and the 
environmental performance. Their study covered data of listed companies on Fortune 
magazine’s Corporate Reputation Index, indicated a complete set of toxic release inventory. 
With the control by the size of firm, measure the financial performance be yearly profits, and 
measure the pollution by a total toxic emission. The results of study show that, there is a 
significant positive relationship between organizational performance and environmental 
responsibility. Christmann (1999), in his study on the effect of environmental management on 
cost advantages, by using survey data from 88 chemical companies, the study has used 
pollution-prevention technologies as independent variable and measure the financial 
performance by cost advantage as a dependent variable, with the control of the relation by the 
size of firm, and design of government regulations. They found that capability for process 
innovation and implementation are complementary assets that moderate the relationship 
between best practices and cost advantage, significant in determining firm performance.  
 
In addition of previous studies, Konar et.al (2001) found that the firms with worse 
environmental performance have lower intangible assets as factors or specialized resources that 
allow the firm to earn profits over and above the return on its tangible assets such as patents, 
trade markets, and brand names. The financial performance as a dependent variable was 
measured by market share of firm, sales growth, import-consumption rations and diverting 
expenditures. They measured environmental performance by aggregate pounds of toxic 
chemicals and the number of environmental lawsuits pending against the firms. The relationship 
between environmental responsibility and organizational performance was controlled by the size 
of firm, the age of firm assets, and industrial wide. The study concluded that bad environmental 
performance has significant negative effects on the intangible asset value of firms. Additionally, 
Wanger(2004) used return on sales, return on equity, and return on owners’ capital employed as 
dependent variables to investigate their effected by environmental responsibility, with the 
control of the relation by the size of firm. The environmental responsibility was measure by the 
emission of chemical, the emission of nitrogen, , energy input, and the water input. He found 
that for the emission based index, a predominantly negative relationship between environmental 
and economic performance, whereas for the input-based index no significant link is found. The 
results also show that for firms with pollution prevention-oriented corporate environmental 




Moreover, Susi (2006) studied the relationship between environmental performance and 
organizational performance. He used corporate environmental ratings as measure of 
environmental performance which provided by the Ministry of Environment. The financial 
performance was measured by return on assets. There are some control variables namely; total 
sales, industry sector, stock exchange listing, and ISO14001 certification. The study concluded 
that, there is no significant relationship between financial performance and environmental 
performance. However, this study used two different types of companies (listed and unlisted), 
what may affect the results of the study as the author has showed.  
 
Additionally, Maria et.al(2008) have examined the relationship between organizational 
performance and environmental performance within the investigation of the relationship 
between early moving and environmental management, and the relationship between 
environmental protection and firm performance. They classified different sectors according to 
the pollution levels caused by each one of them; the first group is sectors with long-term 
cumulative pollution problems, oil sector, chemical sector, and steel sector. The second group is 
the less-polluting sectors (services sectors) which represented by the hotel sector. The control of 
the relationship was by the firm’s size (number of employees). As well as, they used added 
value growth, economic and financial performance to measure firm performance. The study 
concluded that, there is a positive relationship between environmental protection and firm 
performance, and cost competitive advantage influences financial performance. Furthermore, 
Collins (2009) classified 60 companies to two groups, environmental responsibility companies 
and environmental irresponsibility companies, for the purpose to investigate the relationship 
between environmental responsibility and organizational performance. Collins used return on 
total assets, fines, and compensation as dependent variables; also he used employees’ health and 
safety, waste management, and community development to measure environmental 
responsibility. The study concluded that within the Nigeria setting at least, sustainability affects 
corporate performance and sustainability may be a possible tool for corporate conflict as 
evidenced in the reduction of fines, penalties, and compensations. Table 1 summarized the 
environmental performance indicators, the organizational performance and control variables 
used in the past studies. 
 
Table 1:  Indicators employed in past studies to measure the environmental and organizational 
performance 
 
































 -The total emission. 














- Number of oil spills. 
- Number of chemical 
spills. 




- The sum of firm 
equity value. 
- The book value of 
long-term dept. 
The net current liability 




- Return on assets. 
- Return on equity. 











- The size of firm. 
- Capital intensity. 
- Permits 



















































































- The pollution by        a 












- The toxic chemicals. 






The emission of 
chemical. 
- The emission of 
nitrogen. 
- Energy input. 




















- Employees health and 
safety. 












-Measure the financial 





- Market share of firm. 







- Return on sales. 
- Return on equity. 
- Return on owner’s 
capital employed. 














- Added value growth. 
- Economic and 
financial performance. 




-Return on total assets. 













-The size of firm. 





-The size of firm. 


















- Total sales. 
- Industry sector. 























From the previous studies, it is clear that environmental responsibility affect organizational 
performance. However, almost all previous studies and both themes (opponents and supporters) 
focus on measure the relationship between ER and OP from financial aspect with the neglect of 
other aspects , such as customer satisfaction. Additionally, these studies have not linked the 
environmental aspects to the philosophy of the management, this might to their dependence on 
traditional measures which focus on financial performance. Table 1 shows the measures that 
have used by the previous studies. It shows that measures of organizational performance depend 
on the financial aspect with the neglect of non-financial aspects which focuses on the 
profitability.. 
 
Kaplan and Norton, 1996 notion “No longer could companies gain sustainable competitive 
advantage by merely developing new technology into physical assets rapidly, and by excellent 
management of financial assets and liabilities”p3. 
 
The absence of customer satisfaction and the linkage of measures to the strategy make a gap in 
the results of the previous studies. As a result, these studies do not answer questions, such as; 
how to the measures be linked to the strategy of management? , how well the measurements 
efforts are advancing the strategy goals of the organization?, And what is likely to happen in the 
future of organization?, Leea(2000) notes that, the relationship between organizational 
performance and environmental performance may not be static across time, which means that 
the determinants of environmental profit may change in the future.        Based on foregoing 
analysis, may there is a need to find the tool that can be used to integrate environmental aspects 
with the strategy of the management, incorporate financial and non-financial aspects, and takes 
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